Abstract: The answer to this question is yes, but not that much about banks. Every quarter the Federal Reserve System surveys a panel of senior loan officers at major banks across the nation. The results of this survey have been found in previous studies to provide useful information in predicting gross domestic product. This paper extends that work, finding that sector-specific survey results are relevant for predicting real activity in those sectors but, strangely, that the informative power of the survey results only marginally extend to various measures of performance in the banking sector.
Senior Loan Officers in banks throughout the nation occupy a unique place the in economy and consequently it may be that as a group, they have some insights into the economy that may be particularly useful in understanding aspects of economic activity.
The point of this paper is to ask whether that is actually true: do the responses contained in the survey have information in them beyond what is otherwise available. Do the senior loan officers know anything special?
The survey began in 1966. While the survey contains a large number of questions, only one has been asked since the beginning of the survey in such a way as to provide a useful time series of responses. Previous work has shown the results of this survey worthwhile for predicting real economic activity. Beginning in 1990 the survey 1 http://www.federalreserve.gov/boarddocs/surveys 2 began systematically and consistently inquiring about lending conditions in some specific markets, and it now produces twelve useful time series.
The purpose of this paper is to ask whether the useful information contained in their responses is due to the unique position of the survey participants in the economy which gives them an inside view of bank behavior and thus influences the rest of the economy, or whether the bank lending officers are just a well informed group of people that do not otherwise have any information peculiar to them. In other words, are the banks lending officers any different from any other well informed group of people?
The Survey
The survey began in the mid 1960s and included a question asking about the change in willingness of the lending officers to make consumer loans -more, much more, less, much less, or about the same. While this is a good catch-all question regarding changes in the economic outlook, it does not provide any insight into specific market conditions. An increased willingness to lend may be the result of a better pool of loan applicants due to overall increased loan demand, or it could reflect a decrease in demand where the weaker applicants are dropping out, or it could even be a sign that lenders believe that economic growth will support the making of more marginal loans than would have been profitable before. Or any combination or permutation of the three.
Five possible answers were allowed: much less, less, the same, more and much more, and those answers were tabulated in a diffusion index.
In addition to the willingness to lend question, a number of ad hoc queries were Through the history of the survey several attempts have been made to systematically build a set of time series diffusion indices that would be more useful in identifying specific changes to lending market conditions. The try in the early 1990s took hold and the survey added some market-specific condition questions that could provide a rough form of supply/demand identification: Is there an increase in demand?
Are you tightening lending standards? Are you increasing spreads over deposit rates?
There is now a long enough time series to address the information content of these more specific banking-related question results. Schreft and Owens (1991) provide an excellent history of the survey and discuss many of its shortcomings in detail. First, although the survey has been conducted since the mid 1960s the questions have changed so that there is a limited consistent time series prior to the early 1990s. Lown, Morgan and Rohatgi (2000) examine the usefulness of the diffusion time series and find evidence that the commercial credit lending standards diffusion index, after controlling for other explanatory variables, is useful in predicting loan growth, GDP growth and various measures of business activity. They also put the commercial lending standards diffusion index into a VAR and find that in response to a credit standard tightening shock, GDP growth, the Federal Funds rate and loan growth rates all significantly decline within two quarters and, while Fed Funds and GDP thereafter quickly recover, the effect lasts an extended period of time in lending. 3. The Data.
The longest running of the survey questions is the net percentage of respondents indicating more willingness to make consumer installment loans. This series begins in the third quarter of 1966. The question is the most unspecific of those in the data set and is really asking for a judgment about the near future prospect for the economy.
Presumably a net increase in the lenders willingness to extend loans to consumers indicates some increased confidence in the immediate outlook for the economy. In the tables of results, it is denoted with the mnemonic "Willing Cons Inst." 
where Y will take on a number of dependent variables that characterize overall economic activity or some measure of bank lending, the survey result is the diffusion index value of the relevant question, and X is a vector of control variables, in this case consisting of lagged Y and a measure of changes in the shape of the yield curve as measured by the three month -ten year treasury security rate spread. The battery of tests produced nine sets of tables. Each set of tables contains two parts. In the first part the twelve survey questions are used as a lagged explanatory along with a lagged dependent variable. The second set adds the control of the lagged spread.
It is these two sets of regressions that typify the sorts of questions that the survey would be used for: does this quarter's survey result help predict next quarter's activity, and does this quarter's survey result help predict next quarter's activity after some simple control variables are included?
2 The change in the one quarter ahead Blue Chip forecast was also used in place of the yield spread as a control for market expectations. There was no material difference between the two market expectation proxies. The Blue Chip specific regression results are available upon request. here. For the sake of completeness the test was also run with the elimination of lags; these produced somewhat statistically weaker results and it is difficult to think this specification as being operationally useful. These additional sets of results are available upon request. Table 2 replicates and extends the standard question asked by the existing literature: does the survey add anything to predicting GDP? The long-running willingness to make consumer installment loans (Winning Cons Inst) question is clearly and consistently providing significant information in predicting changes in real GDP.
The shorter series questions of tightening lending standards and of increasing the lending spreads are often not significant, but when they are in the case of C&I lending they are of theoretically correct sign. beyond the simple prediction of one of its components. The answer seems to be no.
Aside from the willingness to make consumer loans index, the other survey variables lose their marginal predictive power for growth in non-investment GDP. This result suggests that the forward looking prospect nature of the "willingness" question is good at capturing the "feeling" of the overall economy, apart from investment. Overall, Tables 3 -5 suggest that there is notable explanatory power in the C& I series that is specific to real investments. That is, the Senior Lending Officers know something significantly informative about near-term real investment.
Tables 6 and 7 look at real estate. The survey is quite specific in asking if banks are tightening mortgage standards or if mortgage demand seems to be increasing.
10
In Table 6 , interestingly, the Senior Loan Officer's opinions regarding mortgage demand consistently adds to predictions of real residential activity --an increase in reported demand portends an increased in residential activity --while their view of the changing tightness of mortgage standards is not significant. Moreover, the willingness to make consumer loans series does at least as good a job of predicting real residential activity, although this isn't surprising given the general forward-looking nature of the question. That tightening mortgage standards does not inform real residential activity is noteworthy. Table 7 clouds the issue further. It examines whether the survey adds information in predicting the change in bank real estate loans. The "tightness" question does not provide significant information, consistent with the lack of significance in predicting real residential activity. The "demand" question continues to be statistically significant, but now with the wrong sign. It is tempting to explain this away by noting changes in mortgage market structures over the sample period, or simply a small sample.
Nonetheless, the result over the last decade-and-a-half is that the sign is significant and wrong. That is, as lending officers see a pick up in the demand for mortgages, the next quarter sees a relative reduction in bank's real estate lending. Table 8 addresses whether any of the survey results aid in predicting real personal consumption expenditures, in particular the questions regarding consumer lending conditions. They do not except for, again, the willingness to make consumer loans result which is consistently significant and in some specifications, the mortgage related questions are, too. It is surprising that the survey results directed specifically at consumer 11 lending market conditions never significantly foreshadow changes in personal consumption expenditures. Tables 9 and 10 then go on to address whether the survey results are useful in predicting changes in bank lending to consumers. The dependant variable in Table 9 is growth in consumer loans, and in table 10 it is growth in revolving consumer debt. Table   9 suggests that Loan Officers perceptions of consumer loan demand is significantly useful for explaining growth in consumer debt, the table 10 suggests that result does not extend to revolving debt. And again, not surprisingly, the willingness to make consumer loans series is significant for consumer loans, while no survey variable is significant in explaining revolving credit growth in any of the specifications.
Conclusion
It is quite clear that Senior Loan Officers are in touch with changes in the overall pace of economic activity. This study reaffirms the notion that innovations in the longest of the diffusion indices -the willingness to make consumer loans --deserve attention.
The "willingness" of Senior Lending Officers to make consumer loans offers insight well beyond consumption movements and hence changes in GDP -it does as well as the other survey answers in predicting the specific components that those other questions are specifically designed to address. In particular, those other sector specific lending condition questions are rather disappointing when it comes to predicting changes in bank's actual portfolios.
Unlike the C&I market questions, where answers are met with statistically significant changes in lending and real activity, it is only the change in demand questions 12 that predict changes in lending for consumer loans or real estate. The reported specific changes that would reflect the bank's supply side of those markets do not appear to reflect any actual consequence in those specific markets.
Overall then, this work suggests that senior bank lending officers are quite well informed about the economic world outside of the banking industry, and the somewhat ambiguous forward looking conditions question does quite well as an all purpose explanatory variable. Except for the specific case of business loans, their inside information of specific changes in conditions in the banking industry markets is far less evident. 
